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ESOP: The Big Winner Under Tax Reform
Luis Granados, Esq.*
Passage of the historic 1986 Tax Reform bill has 
littered the tax landscape with shattered business 
planning techniques. Individual taxpayer rates were 
cut, but business taxes were boosted a whopping 
$120 billion, mainly by the repeal or cutback of in 
vestment tax credits, accelerated depreciation, pen 
sion deductions, and a host of other longstanding 
practices.
Amidst the carnage, a handful of favored tech 
niques were actually strengthened by the bill. The 
most impressive hidden gems to emerge from the 
bill are provisions covering Employee Stock Owner 
ship Plans-ESOPs for short.
An ESOP is a technique of corporate finance used 
to provide company stock to employees on a tax- 
favored basis. It takes the form of an employee 
benefit trust, similar to a pension or profit-sharing 
trust. Most of the pension rules governing coverage, 
nondiscrimination, vesting, etc. apply to ESOPs. 
The big difference is that ESOP assets are invested 
not in a diversified portfolio, but primarily or ex 
clusively in employer company stock.
A key feature of the ESOP is that it can borrow 
money to purchase company stock, repay the loan 
with company contributions and benefit from tax 
deductions for payment of interest and principal; or 
dinarily only interest is deductible. In addition, the 
institution receiving the payments also receives a 
tax advantage—only half of the interest payment is 
taxable. Finally, the beneficiaries of the trust are 
similarly tax-favored—workers pay tax only on half 
of the dividends they receive. This provides oppor-
*Luis Granados, Esq. is president of ESOP Consulting Group in 
Washington, DC. Prior to forming ESOP Consulting Group, he 
headed the national ESOP Association and was the principal lob 
byist for the ESOP provisions in the Deficit Reduction Act of 
1984. He would be happy to provide additional information 
about ESOPs and can be reached at (202) 667-2765.
tunities for additional tax saving by shifting 
payouts from wages, which are also subject to 
Social Security and UI taxes, to dividends, which 
are not subject to these taxes.
While it is by no means easy to accomplish, 
ESOPs have in a number of instances been used to 
prevent failing companies from shutting down. 
Often they have provided a means for workers to 
trade steep wage and work-rule concessions for a 
share of the future profits.
These types of ESOPs receive the most attention 
from the media, although they are just the tip of the 
iceberg. The most famous case was that of Weirton 
Steel, a 7,000 employee subsidiary of National Steel. 
National decided to gradually shut down the Weir- 
ton facility, which happened to be the largest 
private employer and the largest taxpayer in the 
state of West Virginia. But Weirton's employees 
banded together and purchased the enterprise from 
National in 1984 through a 100 percent ESOP- 
leveraged buyout. Their success since then has been 
truly spectacular; independent, employee-owned 
Weirton Steel Corporation is now one of the most 
profitable steel companies in America.
Preventing a shutdown through an ESOP is 
almost always worth investigating. Unfortunately, 
such efforts rarely get off the ground. Frequently, 
by the time workers recognize their jobs are 
threatened, the plants are no longer economically 
viable. But this may happen in large part because 
most multiplant companies are not anxious to foster 
competition. The cooperation provided by National 
Steel was instrumental in facilitating the buyout, 
but quite unusual. Thus, although the information 
in this article is relevant to buyouts designed to 
avoid shutdowns, my primary interest is in describ 
ing the most common use of the ESOP—finding a 
"friendly buyer" for stock in a closely held com 
pany.
Suppose Mr. Smith, the 100 percent owner of the 
hypothetical Smith Company, wants to sell his com 
pany to provide for his retirement or sell a minority 
share to enable him to diversify into some other line 
of business. In either case, the Smith Company can 
simply set up an ESOP trust and make tax deducti 
ble cash contributions to it of up to 25 percent of its 
payroll. The trust then uses the cash to buy shares 
from Mr. Smith, who pays capital gains tax (rather 
than the higher ordinary income rates which would 
otherwise apply) on the sale. In 1987, the capital 
gains rate will rise to 28 percent and ordinary in 
come will be taxed at 38.5 percent; thereafter, the or 
dinary rate will drop back to 28 percent.
A simple transaction, but perhaps a bit too slow 
for Mr. Smith. Maybe 25 percent of payroll won't 
buy as much stock as he wants to sell; or maybe the 
company doesn't have the available cash to buy as 
much as he wants to sell. To do a bigger transaction, 
the trust can borrow money from a bank or other 
lender, payment guaranteed by the Smith Company. 
The proceeds are used to buy a bigger chunk of Mr. 
Smith's stock—maybe even all of it. The debt is 
repaid by future annual contributions to the ESOP 
trust from the Smith Company, up to 25 percent of 
payroll for principal and an unlimited amount for in 
terest.
Here is where the tax advantages start to pile up:
1. The Smith Company in essence is getting a tax 
deduction for making principal payments on a loan, 
by making deductible ESOP contributions that are 
used to repay principal. This will reap huge tax sav 
ings.
2. The lender to the ESOP only has to pay tax on 
half the interest received on the loan, thanks to a 
special incentive enacted in 1984. Knowledgeable 
borrowers can extract part of the benefit of this tax 
savings by negotiating lower interest rates. The 
marketplace today pegs ESOP loan rates about 
15-20 percent lower than similar conventionally 
financed credit. A loan that would have been made 
at 10 percent now may happen at 8.5 percent 
through an ESOP.
The reduction of corporate marginal rates will 
reduce this differential somewhat, but the curtail 
ment of bank bad debt deductions and tax exempt 
bonds will expand the number of lenders with a "tax 
appetite" willing to make below-market ESOP 
loans. The 1986 Tax Reform bill makes the rules 
governing this incentive much more flexible and 
adds mutual funds to the list of eligible lenders.
Watch for the creation of specialized mutual funds 
to provide investors with 50 percent tax-free income 
from ESOP loans.
3. The biggest tax break goes to Mr. Smith, who 
may be able to avoid any tax payment whatsoever 
on his sale if it satisfies several conditions:
(1) the ESOP trust owns at least 30 percent of 
Smith Company immediately after the sale;
(2) Mr. Smith reinvests the sale proceeds in other 
domestic stocks or bonds of operating com 
panies; and
(3) Mr. Smith and his family members as 
employees of Smith Company do not receive 
in their own ESOP accounts any of the stock 
sold in the transaction.
Clearing these hurdles qualifies the sale for "tax- 
free rollover," similar to selling a house and using 
the proceeds to buy another. No tax is paid at the 
time of the transaction, and the basis of the Smith 
Company stock carries over to the newly-acquired 
securities. Thus, if the new securities are ever sold, a 
full capital gains tax will be paid dating back to the 
original basis in the Smith Company stock. But, if 
the securities are still owned by Mr. Smith at the 
time of his death, there is a "step-up" in basis and 
tax on the gain is never paid by anyone.
The Tax Reform bill preserves this increasingly 
popular option and expands on it by loosening some 
of the restrictions. For example, if Mr. Smith has 
children employed by the company, their ESOP ac 
counts will now be able to share in the allocation of 
the stock—and so will Mr. Smith and his wife, after 
10 years.
4. Another brand new tax break was added by the 
bill, dealing with estate taxes. If after Mr. Smith's 
death his estate sells Smith Company stock to an 
ESOP, half the proceeds will be exempt from estate 
tax. Not a deferral or a shifting of tax, but an ab 
solute forgiveness. This option is so attractive that 
estate executors may have a fiduciary obligation to 
make diligent efforts to explore it.
Corporate finance is not the only force driving the 
surge of interest in ESOPs. Many companies 
establish an ESOP primarily for the impact it can 
have on employee attitudes, motivation, and pro 
ductivity. Can a "piece of the action" make a dif 
ference in the way employees view their companies 
and their jobs? Absolutely—as study after study 
has shown. The effect is not automatic, though, 
because the concept of capital ownership is foreign
to most rank and file workers. It takes an intensive, 
continuing communications effort to unleash the 
potential for attitudinal change inherent in the 
ESOP.
Experience has shown that the single best method 
of communicating the risks and rewards of capital 
ownership to corporate employees is not slide 
shows, posters, group discussions, plan booklets, or 
any other dry material. The best understood com 
munications medium is cash, in the form of a divi 
dend check. "We made a profit last quarter and this 
is your share of it because you own part of this com 
pany. You'll get another check next quarter; it 
might be higher or it might be lower, depending on 
how well we do." Now that's communication.
To encourage employers to get the most out of 
their ESOPs, Congress in 1984 created a tax deduc 
tion for dividends paid to an ESOP that are passed 
through in cash to employees. ESOP companies 
report that the dividend doesn't even have to be 
very large to have a big impact; if it is enough to 
take the family out to dinner on the ESOP, that's 
fine. The Tax Reform bill preserves this deduction 
and expands it further to include dividends used by 
the ESOP to amortize its debt. This should enable 
companies to complete bigger ESOP transactions 
than are possible under the basic 25 percent of 
payroll limit on contributions to an ESOP that are 
used to repay principal, by putting in tax-deductible 
dividends over and above this amount and using 
them to repay ESOP debt.
Is ESOP for everyone? No. There are many types 
of situations where an ESOP will not fit and should 
not be tried. Here are some criteria to consider in 
deciding whether an ESOP could make sense for 
your firm. These rules are by no means absolute, and 
there are many perfectly good ESOPs that violate 
one or more of them. In general, though, any firm 
that satisfies all of these criteria ought to take a 
long, hard look at an ESOP:
1. The company should be closely held, not public 
ly traded. Certain ESOP tax benefits, such as tax- 
free rollover, are limited to closely held firms. Fur 
thermore, the required accounting treatment for 
ESOP loan transactions is quite troublesome for 
public firms. Of course, hundreds of public firms 
have outstanding ESOP programs, including 
Lowe's Companies, MCI, and Fair Lanes. But most 
of these are used purely for an employee benefits 
purpose, not for accomplishing a corporate financial 
objective through ESOP leveraging.
2. The company should not be a "Subchapter S" 
corporation. Under current law, no Subchapter S 
firm may have an ESOP, period. That is unfor 
tunate, because one of the side effects of the Tax 
Reform bill will be to encourage more businesses to 
elect Subchapter S status. It is usually possible to 
switch from Subchapter S status to the more con 
ventional Subchapter C status to accommodate an 
ESOP, but it is easier not to have to make such a 
change.
3. The company should not be a professional cor 
poration. Most state laws restrict the ownership of 
professional corporation stock to licensed profes 
sionals; this runs counter to ESOP requirements 
that a broad cross section of employees must par 
ticipate. There may be ways of splitting the firm to 
isolate the professional work in a P.C. and have 
other employees in a service firm that could have an 
ESOP, but this becomes quite complex.
4. The company should have more than 20 
employees. This is a very rough rule of thumb, 
reflecting a cost/benefit analysis of ESOP transac 
tions. There are significant legal, administrative, 
and appraisal costs to establishing and maintaining 
a plan that must be incurred regardless of how small 
the firm is. For a firm that is too small, these costs 
tend to outweigh the benefits of the ESOP. Of 
course, there are cases where the desirability of do 
ing the ESOP is strong enough to override this con 
sideration, and there are ways of cutting some cor 
ners on costs.
5. The company should pay substantial income 
taxes. Otherwise, the ESOP tax benefits are of no 
value. There are some cases where the desirability of 
an ESOP transaction is strong despite the forfeiture 
of these tax benefits, but normally they are quite im 
portant.
The company should have a strong earnings track 
record. The fair market value of company stock will 
be determined by an independent appraiser, who 
will rely heavily on historical earnings and cash flow 
performance in reaching his conclusions. The fair 
market value must be justifiable on the facts, not on 
speculation. If the track record supports only a price 
that is unacceptably low to the owners, then no 
ESOP transaction will occur. Frequently, it is 
desirable to bring in an appraiser at an early stage of 
the process to make a "ballpark" estimate of value 
to help in deciding whether to proceed any further. 
An important exception to this rule is the use of an 
ESOP to save a failing company.
7. The owners should have a reason for wanting to 
sell some of their shares. Death of a principal owner, 
planning for retirement, business perpetuation, 
family succession, or desire to take money out to 
start a new business are common reasons for owners 
of closely held businesses to want to sell shares. 
ESOP transactions are done for a purpose, not 
because they are intrinsically satisfying. If there is 
no such pre-existing purpose, it is unlikely that after 
learning all of the ramifications of ESOP the deci- 
sionmakers will choose to proceed. ESOPs can be 
used for purposes other than buying the stock of 
an owner, but this is by far the most common pur 
pose.
8. A strong management team must be in place in 
the years following ESOP installation. Some com 
panies rely almost exclusively on the vision and 
energies of a single strong individual. If that in 
dividual simply sells his stock to an ESOP and 
takes off without having built a competent manage 
ment team to take his place, chaos will ensue. Ideal 
ly, the principal owner will withdraw gradually, 
spending his final years with the firm grooming 
suitable replacements.
9. The owner must be psychologically willing to 
share ownership with his employees. This can be 
more difficult than it sounds. Even if the ESOP 
never becomes a controlling owner, it can work a 
fundamental change in relationships that some
owners would rather not have to put up with. Are 
you ready to answer a question from a "fellow 
owner" as to why you get a reserved parking space 
near the door and he doesn't? Employees have no 
legal right to corporate information and only very 
limited rights to vote their shares. Legal rights are 
not the whole story, though. There is a practical dif 
ference between being a sole proprietor and being a 
co-owner with someone else that owners should 
think about carefully before embarking on an 
ESOP.
Even for a firm that satisfies all of these criteria, 
ESOP is still no panacea—there are plenty of pit 
falls and plenty of situations where an ESOP will 
not make sense. Great care must be taken in valuing 
closely held stock to avoid a litigation nightmare. 
Dilution of original shareholder values is always a 
possibility that must be analyzed. The sheer com 
plexity of ESOPs, both initially and in their ongoing 
administration, is itself a drawback to consider. It 
will not insulate a company from the business cycle 
or make up for poor management practices. Most 
important, ESOPs in closely held firms have a legal 
obligation to buy back stock from terminating par 
ticipants at its fair market value, which can place a 
great liquidity strain on a company that has not 
planned for this eventuality. Nonetheless, as the at 
tractiveness of alternative tax planning techniques 
wanes, ESOPs will become a more prominent 
feature on the business landscape.
The BUSINESS OUTLOOK
for WEST MICHIGAN
More Output with Fewer Workers
Phyllis R. Buskirk
Moderate growth in output should continue through the first quarter of 1987 in the nation, state, 
and West Michigan. Although manufacturing output should share in this growth, employment con 
tractions in this sector could accelerate. Major concentrated incidents of job loss, such as restruc 
turing by General Motors in Southeast Michigan and Whirlpool in West Michigan, will be par 
ticularly difficult to offset. Moderate growth in overall output depends on continued strength in 
sales of consumer products and services. However, high levels of consumer expenditures may be 
difficult to sustain into early 1987, should total disposable income continue to fall.
Third-Quarter Review 
The National Economy
Real Gross National Product (GNP) grew at an an 
nual rate of 2.9 percent in the third quarter. This 
was a substantial increase over the feeble 0.6 per 
cent second-quarter growth rate. Employment rose 
0.4 percent to reach record levels. Unemployment 
fell from 7.2 to 6.9 percent. But inflation, measured 
by the GNP deflator, jumped from an annual rate of 
1.8 percent in the second quarter to 3.6 percent in 
the third quarter.
Increases in motor vehicle sales and reductions in 
inventory dominated the GNP final sales figures. 
Unprecedented incentives offered by domestic pro 
ducers in late August caused (seasonally adjusted, 
annualized) sales in the third quarter to hit a record 
pace of 13.2 million units. The comparable sales rate 
in the second quarter was 11.2 million units. Im 
ported cars also were selling at a record level of 3.5 
million in the third quarter, but the share of import 
sales declined to 26.5 percent, one percentage point 
below its second-quarter level.
Truck sales by domestic producers also increased 
sharply in response to incentive programs. The pace 
of sales of domestic units rose from 3.6 to 4.4 million 
in the third quarter. A sharp drop was experienced 
in imported truck sales from 900 thousand to 700 
thousand annual units.
While the rate of increase did not match that for 
motor vehicles, personal consumption expenditures 
(PCE) for other durable goods such as furniture and 
household equipment also showed gains. However, 
expenditures for nondurable goods flattened to 0.8 
percent. At the same time, increases in airline travel 
helped to push up the services component of per 
sonal consumption expenditures.
Private domestic investment declined 9.3 percent. 
The fixed investment component, however, increas 
ed by 2.2 percent. This growth was led by a 7 per 
cent increase in residential structures, especially 
single-family homes. In contrast, investment in 
nonresidential structures declined 9.5 percent. Pro 
ducers' durable equipment investments increased 
4.9 percent. The latter measure has been affected by 
the erratic path of purchases of information process 
ing equipment.
Private domestic investment is adjusted to net 
out changes in inventory. In the third quarter, this 
adjustment was dominated by the sharp drop in 
retail auto dealer stocks. Inventories of other non- 
farm wholesale items, primarily petroleum, non 
durable manufacturing products, and agricultural 
products all increased. The rate of increase in farm 
inventories, however, slackened as agricultural ex 
ports picked up.
Government purchases rose 3.6 percent, even 
though the federal defense category showed little
change (0.5 percent increase). Meanwhile highway 
construction pushed up state and local purchases by 
6 percent.
The third-quarter trade balance was still negative 
but the size of the deficit fell as changes in exchange 
rates continue to stimulate exports and purchase of 
domestic goods. Exports of agricultural products, 
aircraft, and business machines all increased while 
petroleum imports rose sharply in response to fall 
ing prices.
As shown in Chart 1, manufacturing employment 
declined 0.4 percent and government employment 
slumped 0.5 percent in the third quarter. Never 
theless, a stronger 0.9 percent increase in non- 
manufacturing employment served to bolster 
overall employment levels. On a seasonally adjusted 
basis, 100.2 million jobs were filled in the United 
States—the highest total ever—for an over-the- 
quarter gain of 0.4 percent. The unemployment rate 
declined from 7.2 percent in the second quarter to 
6.9 percent in the third.
Chart 1
United States Workers* 





SOURCE: Based on U.S. Department of Labor data. 
* Jobs by place of work.
Price increases in the third quarter centered on 
personal consumption items. Food prices, especially 
meat, dairy and poultry, rose sharply. Energy prices 
declined once again, but the pullback was not as 
great as it was in the second quarter. Nonresidential 
structures declined in price slightly, while prices of 
durable equipment and residential structures rose 
slightly.
Outlook for the Fourth Quarter
Signs are that economic activity will continue to 
increase at a slow pace. The U.S. Department of 
Commerce's (preliminary) Index of Leading In 
dicators rose 1 point to 179.6 and the Conference 
Board's Index of Help-Wanted Advertising went up 
3 points to 158.
The auto sales incentives, which in some instances 
reduced prices by $1,500 or more, possibly only bor 
rowed purchases from later periods. Auto sales are 
expected to fall substantially over the next six 
months. Spending levels are also likely to be 
depressed by a 2 percent drop in real disposable per 
sonal income (DPI) due to slow growth of income 
and increases in taxes and prices.
But consumer spending may once again surprise 
analysts by increasing in the fourth quarter. The en 
thusiastic response to auto sales incentives and will 
ingness to increase debt levels in the third quarter 
are signs of consumer confidence which could carry 
into the Christmas season.
The savings rate declined to 2.9 percent, the 
lowest level since the 1950s. Although this will 
ingness to spend is a traditional measure of con 
sumer confidence, the most recent University of 
Michigan consumer survey indicates a dampening 
of pro-buying sentiment.
If holiday buying is stronger than expected, con 
sumers will have to increase borrowing to make 
their purchases. But the new tax law will make such 
borrowing more expensive. Interest deductions for 
consumer loans will be phased out. Although deduc 
tions for mortgage interest on first and second 
homes have been left intact, consumers will have to 
show that proceeds from new second mortgages are 
used to pay for educational or medical expenses in 
order to qualify for the tax exemption.
The Michigan Outlook
The Michigan Index of Leading Indicators rose 
from 140 to 143 in the third quarter. The index, 
however, may not capture the effect of General 
Motor's newly announced intention to close plants 
in the Pontiac, Flint, and Detroit areas over a three- 
year period. Also growth may be uneven across 
regions. The Detroit Index of Help-Wanted Adver 
tising slid down 18 index points. Adjustment to 
GMs mass layoffs is likely to be long and painful in 
Southeast Michigan.
Like the nation, the state enjoyed an overall in 
crease in employment during the third quarter. 
Chart 2 shows that a modest overall (seasonally ad 
justed) increase of 0.1 percent was achieved because 
the 1.2 percent increase in nonmanufacturing 
employment more than offset a 1.6 percent decline 
in manufacturing and a 0.9 percent decline in 
government employment. Employment rose to 3.98 
million, the highest level since the second quarter of 




Percentage Change, Third Quarter 1986
Government
SOURCES: Based on U.S. Department of Labor and Michigan 
Employment Security Commission data. 
*Jobs by place of work.
A willingness to invest in bricks and mortar is 
always viewed as a vote of confidence in a state's 
economy. In the first nine months of 1986, over $5 
billion in construction contracts had been let. This 
represented a 15 percent increase in value over the 
same period of 1985, according to the F.W. Dodge 
Division of McGraw Hill Information Systems. 
Residential construction contracts rose by 27 per 
cent in value. The number of units, however, increas 
ed by 15 percent, indicating that more expensive 
homes are being built in Michigan.
Nonresidential projects were 8.4 percent higher in 
the first nine months of 1986. Much of the work was 
to upgrade existing structures and preserve historic 
buildings. Work on the infrastructure—streets, 
roads, water lines and sewers—was 3.7 percent 
higher.
On a seasonally adjusted basis, the state's civilian 
labor force grew 0.2 percent in the third quarter. The
current population survey showed that employment 
grew at a faster pace. As a result, the unemploy 
ment rate fell from 9.5 percent in the second quarter 
to 8.7 in the third.
During the third quarter of 1986, many parts of 
the state were seriously affected by widespread 
flooding. Dams failed and small communities were 
inundated. The resulting losses in farmlands, or 
chards, crops, roads, bridges and other public and 
private assets were estimated to have exceeded 
$255 million. Several counties were declared 
disaster areas. Replacements and repairs will con 
sume considerable amounts of funds and energy.
But the effect of this natural disaster on manufac 
turing was minimal, in part because the large metro 
areas were relatively unaffected. In particular, it is 
unlikely that the floods affected statewide average 
weekly hours of production workers. This figure re 
mained well above 42 hours during the third 
quarter, providing employed workers with substan 
tial amounts of overtime pay.
Table A-7 shows unadjusted manufacturing hours 
and earnings for the nation, the state, and each of 
the major metro areas within the state. Although 
earnings in the state are still substantially above 
the national average, the gap has been closing 
because earnings have grown more rapidly outside 
of Michigan. Average earnings show considerable 
variation across areas in Michigan, ranging from a 
high of $642 a week in Lansing to a low of $410 in 
Benton Harbor. Much of this variation, however, is 
a result of differences in the industrial mix across 
the areas.
Outlook for West Michigan
The West Michigan Index of Leading Indicators 
rose 4 points to 133 and the Index of Help-Wanted 
Advertising gained 8 points, rising to 229 in the 
third quarter of 1986 (see Chart 3). Thus, economic 
activity should continue to increase moderately over 
the next three to six months.
Although the increase in leading indicators makes 
us suspect that manufacturing output will increase 
in West Michigan, part of this increase will stem 
from recent "restructuring," which increased pro 
ductivity by trimming marginal jobs. Since firms 
are endeavoring to continue to improve their com 
petitive position, increases in output could very well 
be accompanied by continued decreases in manufac 
turing employment.
Charts
Michigan & West Michigan Indexes 
Second g§ & Third  Quarters 1986
(1982 = 100)
In contrast, we expect that nonmanufacturing 
employment will increase in proportion to output. 
The somewhat faster rise in the Index of Help- 
Wanted Advertising makes us suspect that the 
share of employment in the sevice-producing sector 
will continue to increase, perhaps at an accelerated 
pace.
The West Michigan economy could have been 
substantially hurt had the heaviest September rains 
fallen to the south and flooded the major cities of 
West Michigan. By and large, substantial damage 
was confined to the outlying communities north of 
Grand Rapids. Since flood damage is largely un 
covered by insurance, local private and public 
resources will have to be diverted to reconstruction 
in these areas.
Within the West Michigan metro areas, seasonal 
ly adjusted wage and salary employment remained 
at its all-time high of 505,400 workers during the 
third quarter of 1986. Manufacturing employment 
fell 1.3 percent, but was offset by 0.6 percent in 
creases in both nonmanufacturing and government 
employment (Chart 4).
The third-quarter declines in manufacturing 
employment in West Michigan were partly due to 
cutbacks in auto production and the revamping of 
major production centers. Although West Michigan 
economies are more diverse than those in Southeast 
Michigan and therefore have less at stake, auto- 
related employment is important here. What's 
more, auto-related production has grown in West 
Michigan, and there is potential for further expan 
sion. General Motors, the principal big-three auto 
producer in this area, has already invested heavily 
to increase productivity and output in West 
Michigan plants. This should benefit Grand Rapids 
and Kalamazoo, in particular.
In addition, each of the big-three manufacturers is 
likely to increase purchases of entire sub-assemblies 
from independent companies. Many West Michigan 
parts suppliers have the experience and scope of 
operations to effectively compete for these con 
tracts.
Chart 4
West Michigan Workers* 
Percentage Change, Third Quarter 1986
(No change)
Manufacturing
SOURCE: Based on Michigan Employment Security Commis 
sion data for 4 metro areas. Seasonally adjusted by the In 
stitute. 
*Jobs by place of work.
Finally, West Michigan could attract major 
foreign facilities. The large increase in the value of 
the yen relative to the dollar has substantially in 
creased incentives for Japanese firms to shift pro 
duction to the U.S. Battle Creek has carefully 
cultivated relationships with Japanese firms. What 
started as trading ties has now blossomed into 
manufacturing ventures. Thus, Battle Creek and 
surrounding areas could develop into a center for 
domestic Japanese production.
The seasonally adjusted unemployment rate for 
West Michigan's metro areas dropped from 8.1 per 
cent in the second quarter to 7.7 percent in the third. 
Chart 5 shows the rate of decline in each of the four 
metro areas. In Battle Creek the fall-off was the 
most substantial, in keeping with this area's strong 
third-quarter employment increase. Yet, unemploy 
ment also fell in areas where employment held 
steady or declined slightly.
Charts
Unemployment Rates 
Second gg & Third  Quarters 1986
(Seasonally adjusted)
SOURCES: U.S. Department of Labor and MESC. Adjustment 
of metro areas by the Institute.
This is possible because job losers can leave the 
labor force or find employment in neighboring areas. 
Also, local West Michigan measures of unemploy 
ment are based on an indirect computational 
method which introduces purely statistical variabili 
ty into the month-to-month measures. In contrast, 
unemployment figures for Detroit, the state, and na 
tion as a whole are derived from a federal govern 
ment labor force survey which produces much more 
stable measures.
Data from F.W. Dodge show that within the four 
West Michigan metro areas, $745 million in con 
struction contracts were approved in the first nine 
months of 1986. This represents a gain of 15 percent 
over the same period in 1985. Residential contracts 
increased 36 percent in value. Thus, there was a ma 
jor shift towards the residential category (which in 
cludes hotels, motels and dormitories, all fast- 
growing categories). Within the nonresidential sec 
tor, growth was strongest in the public and religious 
building categories.
Seasonally adjusted quarterly data discussed 
above can be found on summary appendix tables in 
this issue. Monthly unadjusted data are shown in 
Table 1 below and in Table A-7.
Table 1 
West Michigan Statistics for Selected Months
(Not adjusted unless indicated)















Leading indicator measures: 
Average weekly hours .... 
UI initial claims (per week). 
New dwelling units .......



































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes and seasonally 
adjusted unemployment rate from the Upjohn Institute. Other data derived from the Michigan Employment Security Commission in 
formation.
The BUSINESS OUTLOOK
for the BATTLE CREEK AREA
The Battle Creek Index of Leading Indicators rose 
2 points to 138 (see Chart BC-1). This suggests that 
the manufacturing sector will continue to grow. On 
the other hand, Chart BC-1 shows a 1 point drop in 
the local Index of Help-Wanted Advertising to 202. 
This reduction suggests that nonmanufacturing 
growth will slow down. Since output and employ 
ment are closely linked in the nonmanufacturing 
sector, employment may grow little if at all.
The 1 percent increase in employment in the Bat 
tle Creek metro area during the third quarter of 
1986 was greater than the change in the other three 
West Michigan metro areas, 2.5 times the national 
rate, and 10 times the state growth rate. The 1 per 
cent increase in manufacturing employment also 
stood out, even though it did not match the excep 
tionally high 2.7 percent increase in the second 
quarter. Battle Creek outperformed the nation, the 
state and elsewhere in West Michigan—all areas 
where manufacturing employment declined.
Chart BC-1
Battle Creek Indexes




1982 1983 1984 1985 1986 1987 1988 1989
Growth in nonmanufacturing employment was 
half that of manufacturing, but the rate of increase 
was identical to that in the second quarter. Growth 
in government employment, which increased just 
0.8 of a percentage point in the second quarter, ac 
celerated to 2.1 percent in the third quarter (Chart
BC-2). Much of the increase, however, was tem 
porary summer park construction employment sup 
ported by the Kellogg Foundation, as well as state 
and federal youth corps programs.
Chart BC-2
Battle Creek Workers* 





SOURCE: Based on Michigan Employment Security Commis 
sion data for 4 metro areas. Seasonally adjusted by the In 
stitute. 
*Jobs by place of work.
Nonseasonally adjusted industry level data shows 
that between June and September employment in 
creased the most in construction, which added 300 
more workers, nonelectrical machinery, which added 
200 workers, and fabricated metals, which added 
100 workers. Employment in the food industry fell 
by about 200 workers. Such a downturn in this 
period is not unusual, but may have been ac 
celerated by adverse effects of the heavy Fall rains.
During the third quarter, the seasonally adjusted 
unemployment rate for Battle Creek fell from 9.5 to 
8.8 percent. Some 5,600 persons remained 
unemployed. That is the lowest unemployment rate 
and the smallest number of persons unemployed 
since the fourth quarter of 1979.
By the end of September, F.W. Dodge data show 
that new construction contracts ($52.8 million) for 
the year were still running under the level of one
10
year earlier in the Battle Creek metro area. A 
relatively high 35 percent of this year's total was for 
nonbuilding projects ($18.6 million), including a 
$10.5 million federal Urban Development Action 
Grant to rebuild streets, construct parking areas 
and walkways adjacent to the new Kellogg head 
quarters.
The big event of the quarter was the opening of 
the new Kellogg corporate headquarters in August. 
The downtown site of this 510,000 square foot 
building forms an important focus for continued 
revitalization.
Also of importance, Nippondenso Manufacturing 
USA Inc., which produces auto air conditioners, 
heaters, radiators and windshield washers, 
dedicated a new 463,000 square foot building in Oc 
tober. This company, which at present employs 325 
workers, plans to almost double its workforce over 
the next year and eventually plans to employ 1,200 
workers hi Battle Creek.
Seasonally adjusted quarterly data discussed 
above can be found on summary appendix tables in 
this issue. Monthly unadjusted data are shown in 
Table BC-1 below and in Table A-7.
Table BC-1 
Battle Creek Statistics for Selected Months
(Not adjusted unless indicated)
Measure
Leading indicator measures: 
Average weekly hours . . . . .
UI initial claims (per week) . . 
New dwelling units ........








Percentage point change . .











































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes and seasonally 
adjusted unemployment rate from the Upjohn Institute. Other data from the Michigan Employment Security Commission.
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The BUSINESS OUTLOOK
for the GRAND RAPIDS AREA
Third-quarter economic measures for the Grand 
Rapids metro area continue to point to overall im 
provement in economic activity. The Index of 
Leading Indicators jumped from 127 to 135, as can 
be seen in Chart GR-1. This strongly positive signal 
suggests that growth in manufacturing may be 
strong enough to reverse a year-long employment 
decline, but more likely local output will climb 
without a significant increase in employment. The 
Index of Help-Wanted Advertising also maintained 
its upward trend by rising to 246. Thus, continued 
growth in nonmanufacturing employment, par 
ticularly in the service sector, is expected.
Employment in the Grand Rapids metro area in 
creased during the third quarter, primarily in the 
nonmanufacturing sector. On a seasonally adjusted 
basis, however, employment declined by 0.5 percent. 
This reduction from the all-time high reached in the 
second-quarter level may be only a temporary result 
of the disruptions caused by the heavy Fall rains.
Chart GR-1
Grand Rapids Indexes




1982 1983 1984 1985 1986 1987 1988 1989
As shown in Chart GR-2, second-to-third quarter 
increases of 0.6 percent in nonmanufacturing and 
0.3 percent in government employment failed to off 
set the 1.3 percent decline in manufacturing. 
Manufacturing employment has shrunk across the 
nation. It now accounts for a third of Grand Rapids
employment, but is still far greater than the nation 
wide share which is only 19 percent.
Chart GR-2
Grand Rapids Workers'" 




SOURCE: Based on Michigan Employment Security Commis 
sion data for 4 metro areas. Seasonally adjusted by the In 
stitute. 
*Jobs by place of work.
Michigan Employment Security Commission 
(MESC) detailed industry employment data (which 
are not seasonally adjusted and rounded to the 
nearest 100) reveal that in Grand Rapids the elec 
trical and nonelectrical machinery industries each 
lost 500 workers between June and September of 
1986. This is a considerable drop and contrasts with 
typical patterns of growth in this period. For exam 
ple, over the same period in 1985, nonelectrical 
machinery added 300 workers and electrical 
machinery added 200.
In contrast, the local food industry reduced 
employment by 200 workers in 1986, but this reduc 
tion was 100 less than a year earlier. Similarly, the 
furniture industry's addition of 300 workers this 
year is a very positive sign, since test year this in 
dustry showed no change between June and 
September.
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Monthly MESC data also reveal that some 800 
more construction workers were on the job in 
September 1986 than September 1985. This increase 
is consistent with the increase in the local construc 
tion contracts recorded by the F.W. Dodge Division. 
Nine months into 1986, contracts for new construc 
tion totaled $473.6 million, 18 percent above last 
year's levels. About half of the contracts were for 
residential structures. This represents an increase in 
this sector's share over 1985, when only 42 percent 
of contracts were for residential structures.
A particularly positive development, given GMs 
plans to substantially reduce overall employment, is 
the modernization program of GMs Metal Fabrica 
tion Plant in Wyoming. As the first step, a new 
$16.5 million press should be installed by the end of 
the year.
Other positive developments include new data 
showing school enrollments and home sales were at 
high levels in September. Also, population is contin 
uing to grow in the Grand Rapids area (see Table 
A-5).
Seasonally adjusted quarterly data discussed 
above can be found on summary appendix tables in 
this issue. Monthly adjusted data are shown in 
Table GR-1 below and in Table A-7.
Table GR-1 
Grand Rapids Statistics for Selected Months
(Not adjusted unless indicated)
Measure
Leading indicator measures: 
Average weekly hours
UI initial claims (per week) . . 
New dwelling units ........




Total employed .........A •/
Number unemployed ........
Unemployment rate 
(seas, adj.) . . .....
Percentage point change . .











































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes and seasonally 
adjusted unemployment rate from the Upjohn Institute. Other data from the Michigan Employment Security Commission.
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The BUSINESS OUTLOOK
for the KALAMAZOO AREA
The Kalamazoo metro area's economic statistics 
are, once again, giving mixed signals. The local In 
dex of Leading Indicators declined 2 points to 124 
(see Chart K-l). This could be a precursor of reduc 
tion in manufacturing output and employment. On 
the other hand, the Index of Help-Wanted Advertis 
ing jumped 14 points to 238, suggesting that strong 
service sector gains are in the offing.
Chart K-l
Kalamazoo Indexes 




1982 1983 1985 1986 1987
Despite nonmanufacturing employment growth of 
0.6 percent, a large 2.6 percent decline in manufac 
turing employment combined with a 0.8 percent 
slide in the governmental workforce to pull the 
overall total down by 0.5 percent during the third 
quarter in the Kalamazoo metro area (see Chart 
K-2).
In contrast, unemployment (of county residents) 
fell from 6.4 to 6.1 percent (see Chart 5). This 
decrease is hard to explain given that the labor force 
grew and the number of workers on local payrolls 
declined. Perhaps self-employment increased 
substantially and many residents commuted to jobs 
outside of the county. Most likely this reduction 
reflects sampling variation in the statistics. A 
subsequent increase in the monthly unemployment 
statistic would not be at all surprising.
Chart K-2
Kalamazoo Workers* 





SOURCE: Based on Michigan Employment Security Commis 
sion data for 4 metro areas. Seasonally adjusted by the In 
stitute.
*Jobs by place of work.
Industry data (which are not seasonally adjusted 
and rounded to the nearest 100) reveal that employ 
ment changes in Kalamazoo between June and 
September were unusually large. The local paper in 
dustry dropped 300 jobs; 200 more than the same 
period last year. The fabricated metals and the 
nonelectrical machinery payrolls declined 200 and 
100, respectively. A year earlier, both industries 
showed no change.
On the plus side, 600 jobs were added to firms 
that supply services in the local area, compared to 
300 last year during the same period. Two hundred 
more jobs were added to retail trade establishments 
compared to a 300 job decline a year ago, and 100 
jobs were added to the finance/insurance/real estate 
group, compared to a year ago when there was no 
change in the number of jobs.
During the third quarter, upgrading streets and 
roads helped to boost local construction contracts to 
a total of $49.5 million in Kalamazoo county, accord 
ing to the F.W. Dodge company. Nonresidential 
construction increased by one-third, and totaled $30 
million (two-thirds of all contracts).
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A substantial amount of new industrial work 
underway or on contracts was health-care related; 
this included construction at the Upjohn Company, 
a $2 million project for renovations and additions at 
Borgess Hospital, and a $1 million project at the 
Upjohn Community Nursing Home.
In September, Western Michigan University 
reported that its on-campus enrollment (19,198) was
at its highest level since 1979. This increase has 
helped to bolster businesses and rental activity sur 
rounding the campus.
Seasonally adjusted quarterly data discussed 
above can be found on summary appendix tables in 
this issue. Monthly unadjusted data are shown in 
Table K-l below and in Table A-7.
Table K-l 
Kalamazoo Statistics for Selected Months
(Not adjusted unless indicated)
Measure
Leading indicator measures: 
Average weekly hours
UI initial claims (per week) . . 
New dwelling units ........




















































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes and seasonally 
adjusted unemployment rate from the Upjohn Institute. Other data from the Michigan Employment Security Commission.
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The BUSINESS OUTLOOK
for the MUSKEGON AREA
The Muskegon Index of Leading Indicators main 
tained its modest upward trend, rising 1 point to 
127 (see Chart M-l). This index increased because of 
the strength of national components. Local 
measures reduced the increase, but did not fully off 
set it. Thus, at best, limited growth in the manufac 
turing sector should be expected over the next three 
to six months. Service sector growth promises to be 
considerably stronger, since the local Index of Help- 
Wanted Advertising rose from 163 to 167.
The initial impact of the closing of Plant #3 of the 
CWC castings Division of Textron hit the 
Muskegon area economy during the third quarter. 
The closure directly displaced 500 workers (0.4 per 
cent of total seasonally adjusted wage and salary 
employment). Despite this loss, there were 0.1 per 
cent more jobs in this labor market area than there 
had been in the third quarter of 1985. September 
floods caused substantial losses of personal proper 




by Quarter - First of 1982 to Third of 1986
(1982=100)
1982 1983
Seasonally adjusted manufacturing employment 
fell 2.3 percent relative to the second-quarter level 
(see Chart M-2) and 1.1 percent relative to the third 
quarter of 1985. In contrast, nonmanufacturing 
employment increased 0.2 percent relative to the 
second quarter, and 0.9 percent relative to a year
ago. Government employment increased 2.3 percent 




Percentage Change, Third Quarter 1986
SOURCE: Based on Michigan Employment Security Commis 
sion data for 4 metro areas. Seasonally adjusted by the In 
stitute. 
* Jobs by place of work.
Nonseasonally adjusted industry data show that 
transportation equipment and food products, com 
bined, gained over 200 workers between September 
and June. This increase was more than offset, 
however, by a 500 worker decline in nonelectrical 
machinery as well as declines of 300 and 100 jobs in 
the primary and fabricated metals industries respec 
tively. (Third-quarter construction activity was also 
lackluster. Contracts were $6.7 million in new 
residential projects and $5.2 million in nonresiden- 
tial projects.)
In sharp contrast, nonmanufacturing employ 
ment increased by close to 400 workers. Wholesale 
and retail trade gained 100 workers and construc 
tion, which usually increases in this quarter, did bet 
ter than average adding 300 workers.
The public sector showed the greatest absolute 
gain, despite little change in state and federal 
employment. Local government employment in-
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creased by 700 jobs. Although the start of school 
contributed to this gain, the increase was almost 
twice the size of the upturn in Fall 1985.
Muskegon's seasonally adjusted unemployment 
rate was 10.4 percent in the third quarter, down 
from 11.0 percent in the second quarter (see Chart 
5). This is the lowest rate since the first quarter of 
1980. Several factors account for this improvement, 
including economic development efforts, which suc 
cessfully increased local employment opportunities, 
and workers own actions to find work within the 
area, within commuting distance, or in areas which 
required relocation.
Coping with high levels of unemployment, par 
ticularly unemployment due to closures such as the 
partial shutpdown at CWC, is difficult for workers 
and communities, and readjustment takes time. A 
national survey of workers dislocated over the five 
years preceding the survey date, showed that only 
60 percent of the workers with three or more years 
of experience prior to job loss were employed, and 50 
percent of those reemployed were earning less than 
they had at their former job.
Evidence that Muskegon is rebounding comes 
from an unexpected turnaround. Amstore, a pro 
ducer of merchandise display fixtures, is closing its 
South Carolina plant and consolidating operations 
in Muskegon, where it had retained its corporate 
headquarters and engineering department. This 
move is expected to create 50 to 100 jobs starting in 
the Spring of 1987.
Also, the intermediate school district reports that 
school enrollments have risen for the third year in a 
row. In some districts space constraints could 
necessitate new construction for 1987.
Finally, activity at the Muskegon Harbor Hilton 
hotel has far exceeded expectations during the first 
five months of operations, in large part because of 
the popularity of its restaurants. In addition, room 
and facility rentals pushed up Muskegon's hotel- 
motel room tax collections to record levels in 
August.
Seasonally adjusted quarterly data discussed 
above can be found on summary appendix tables in 
this issue. Monthly unadjusted data are shown in 
Table M-l below and in Table A-7.
Table M-l 
Muskegon Statistics for Selected Months
(Not adjusted unless indicated)
Measure
Leading indicator measures: 
Average weekly hours .....
UI initial claims (per week) . . 
New dwelling units ........




















































































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes and seasonally 
adjusted unemployment rate from the Upjohn Institute. Other data from the Michigan Employment Security Commission.
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Table A-l 
Index of Help-Wanted Advertising (1982=100)




































































































SOURCES: West Michigan indexes based on employment ad counts supplied by the Battle Creek Enquirer, Grand Rapids Press, 
Kalamazoo Gazette and Muskegon Chronicle; United States and Detroit indexes derived from the (1967=100) series of The Conference 
Board.
Table A-2 
Index of Leading Indicators (1982=100)
(Rounded)
























































































SOURCE: The Upjohn Institute.
Technical Note
As presently constituted, the components and the range of weights used in the Indexes of Leading Indicators 
are as follows:
1. Average weekly hours of production workers in manufacturing. A separate series is used for each 
metropolitan area and for the State of Michigan. Weights range from .41 to .47.
2. Initial claims for unemployment insurance (inverted). A separate series is used for each metropolitan area 
and for the State of Michigan. Weights range from .08 to .11.
3. New dwelling units put under contract (4-term trailing average). A separate series is used for each 
metropolitan area and for the State of Michigan. Weights range from .03 to .11.
In addition, each area's index includes the following national measures:
4. The proportion of firms reporting an increase in new orders. Weights range from .09 to .11.
5. The proportion of firms reporting an increase in purchased materials prices. Weights range from .10 to 
.12.
6. The proportion of firms reporting an increase in purchased material inventories. Weights range from .09 
to .11.
7. The proportion of firms reporting a change in vendor performance (slower delivery time). Weights range 
from .08 to .10.
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Table A-3 
Components of the Index of Leading Indicators

















Annual averages (Selected years) By quarter (Adjusted for seasonal variations)
1980 1982 1983 1984 1985 1985 1986 
III IV I II III
41.3 40.3 42.0 42.7 41.8 42.2 41.5 42.1 42.2 41.7 
39.9 38.9 41.2 41.7 41.0 41.2 40.7 40.9 40.5 40.7 
40.4 39.9 42.0 42.4 43.1 43.5 43.9 43.6 43.0 42.7 
41.4 39.5 41.1 42.0 40.4 40.4 40.0 40.7 40.7 39.9
40.3 39.3 41.5 42.0 41.4 41.6 41.3 41.4 41.1 41.1 
40.1 40.2 42.5 43.2 43.1 43.3 43.3 43.1 42.3 42.2 
39.7 38.9 40.1 40.7 40.5 40.5 40.8 40.7 40.7 40.7

















Annual averages (Selected years) By quarter (Adjusted for seasonal variations)
1980 1982 1983 1984 1985 1985 1986 
III IV I II III
689 714 348 347 299 295 305 306 300 309 
1,504 1,674 1,323 1,068 1,147 1,157 1,049 1,115 1,105 1,158 
599 527 415 299 308 289 301 332 313 361 
658 710 332 283 389 375 370 433 380 378
3,451 3,625 2,417 1,998 2,144 2,137 2,024 2,167 2,099 2,230 
37,942 34,414 21,135 16,407 15,624 15,234 14,558 15,835 16,539 18,173 
483,180 583,880 440,170 376,050 394,260 392,780 386,060 389,230 386,160 380,260














Annual averages (Selected years) By quarter (Seasonally adjusted annual rate)
1980 1982 1983 1984 1985 1985 1986 
III IV I II III
219 88 360 432 259 211 232 376 259 299 
3,121 1,555 2,815 3,268 4,410 4,002 4,006 3,402 4,117 5,595 
1,369 344 794 613 978 1,121 945 579 1,254 985 
500 205 329 415 410 364 441 396 362 353
5,209 2,192 4,298 4,728 6,057 5,737 5,630 4,755 5,940 7,191 
33,113 16,190 25,909 32,220 38,919 38,726 36,274 38,916 41,914 45,747
National Purchasing Management Survey
Indicator
4. New Orders . . ... 
5. Change in Inventories . 
6. Vendor Performance 
7. Changes in 






Annual averages (Selected years) By quarter (Adjusted for seasonal variations)
1980 1982 1983 1984 1985 1985 1986 
III IV I II III
91 82 128 115 105 108 107 113 114 114 
83 64 95 103 88 87 89 90 90 92 
81 87 113 115 96 95 99 99 99 100
147 81 121 123 91 89 93 99 96 105
SOURCES: Average weekly hours and initial claims based on information from Michigan Employment Security Commission; number of 
housing units put under contract, F.W. Dodge Division, McGraw Hill Information Systems Company; survey data from the National 
Association of Purchasing Management. Seasonal adjustment by the Institute. Quarterly initial claims and new dwelh'ng units are also 
smoothed (4-term trailing average).
a. Historic Metropolitan Statistical Area (MSA) data adjusted for Battle Creek, Kalamazoo and Muskegon by the Institute.
b. Survey results shown here are based on percent reporting conditions favorable to economic growth minus percent reporting condi 
tions unfavorable to economic growth plus 100.
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Table A-4 
Employment Data for West Michigan MSAs and Michigan8
(Thousands of jobs • by place of work)
















Annual averages (Selected years) By quarter (Adjusted for seasonal variations)
1977 1980 1982 1983 1984 1985 1985 1986 
III IV I II III
57.3 55.2 51.1 50.9 53.0 54.2 54.4 54.6 55.0 55.6 56.2 
240.7 266.1 261.0 266.6 283.2 293.4 294.5 294.8 294.8 295.1 294.9 
89.9 95.6 91.8 92.1 94.8 97.2 97.9 98.2 99.0 99.2 98.7 
55.5 56.4 52.0 50.4 53.7 55.2 55.5 55.5 55.5 55.7 55.5
443.4 473.3 455.9 460.0 484.6 500.1 502.3 503.1 504.4 505.4 505.4 

















Annual averages (Selected years) By quarter (Adjusted for seasonal variations)
1977 1980 1982 1983 1984 1985 1985 1986 
III IV I II III
20.7 18.0 15.3 14.3 14.8 14.9 14.8 15.0 15.0 15.4 15.5 
83.8 89.0 84.5 86.8 95.1 99.0 99.4 99.2 99.2 98.3 97.0 
29.5 28.5 27.0 27.1 28.3 29.1 29.3 29.5 29.7 29.8 29.0 
21.2 19.7 17.2 16.6 18.7 19.4 19.3 19.3 19.3 19.5 19.1
155.2 155.2 144.0 144.7 156.9 162.3 162.7 162.9 163.2 162.9 160.7 

















Annual averages (Selected years) By quarter (Adjusted for seasonal variations)
1977 1980 1982 1983 1984 1985 1985 1986 
III IV I II III
26.6 27.2 25.7 25.8 26.9 27.9 27.8 28.1 28.5 28.6 28.8 
126.6 144.5 147.5 151.2 159.4 165.0 165.4 166.2 166.2 167.3 168.3 
44.1 50.3 49.1 49.8 51.4 52.6 52.8 53.1 53.5 53.9 54.3 
25.2 27.3 26.4 25.8 27.1 28.3 28.4 28.6 28.6 28.7 28.7
222.5 249.4 248.6 252.5 264.8 273.7 274.5 276.1 276.8 278.4 280.1 

















Annual averages (Selected years) By quarter (Adjusted for seasonal variations)
1977 1980 1982 1983 1984 1985 1985 1986 
III IV I II III
10.0 10.1 10.2 10.8 11.3 11.5 11.8 11.5 11.6 11.6 11.9 
30.3 32.3 29.0 28.5 28.7 29.4 29.8 29.4 29.4 29.5 29.6 
16.4 16.8 15.7 15.2 15.1 15.6 15.8 15.7 15.8 15.5 15.4 
9.1 9.4 8.3 8.1 7.9 7.6 7.7 7.6 7.6 7.6 7.7
65.8 68.6 63.2 62.6 62.9 64.0 65.1 64.1 64.4 64.2 64.6 
596.7 627.8 577.8 570.0 567.2 579.8 585.9 585.7 587.4 588.8 583.7
SOURCE: Michigan Employment Security Commission. Seasonal adjustment by the Institute.
a. As of January 1985, data from MESC conform to federally defined metropolitan statistical areas (MSAs). Data for Battle Creek
(Calhoun), Kalamazoo and Muskegon cover single county areas. Grand Rapids (Kent and Ottawa) is a two-county MSA.
b. Detail may not add to total due to rounding.
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Table A-5 
Population and Income Update for Selected Areas
Area




























































































































































































SOURCES: 1984 provisional estimate from Current Population Reports, Series P-26, No. 83-52-C & P-25, No. 976, U.S. Department of
Commerce, Bureau of the Census. Population and Household Statistics for 1980 from Report PC80-1-B24; Income Statistics from
Bureau of Economic Analysis, Survey of Current Business, April 1986.
NOTE: 1985 Provisional MSA population estimates have been released as follows: Battle Creek 136,500; Benton Harbor 162,800; Grand
Rapids 634,900; Kalamazoo 215,500; and Muskegon 156,700.
*Metropolitan Statistical Areas as defined by the federal Office of Management and Budget after June 30, 1983.
Table A-6 
Average Residential Contract Mortgage Rates in Michigan













































































SOURCE: Business Information Division, Federal Home Loan Bank of Indianapolis.
NOTE: The contract rate shown is for 75 percent loan-to-value ratio, 25-year maturity loans on new single family homes. Alternative
plans allow mortgage rates to be adjusted, varied, blended, or shared.
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Table A-7 
Selected Labor Market Indicators
(Not adjusted tor seasonal variations)







































































































SOURCES: U.S. Department of Labor and the Michigan Employment Security Commission (MESC) (most recent benchmark).
a. Preliminary. Earnings include overtime and part-time wages.
b. Seasonally adjusted rate for U.S. was 7.1 in June and 7.0 in September; for Michigan it was 9.4 in June and 8.9 in September.
Table A-8 
Commercial Banking Data - Kalamazoo







Commercial & Industrial 
Consumer .............


















































SOURCE: Quarterly call reports of seven out of eight commercial banks in Kalamazoo County. Does not include other financial institu 
tions.
NOTE: Amounts shown are in current dollars and are not adjusted for seasonal variations. Industrial development obligations are of 
the state or political subdivisions in U.S.
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Table A-9 
Consumer Price Index (CPI), U.S. City Average (1967=100)
Year
Annual 
Avg. Jan. Feb. March April May June July Aug. Sept. Oct. Nov. Dec.
















































307.5 310.3 312.8 
[Discontinued after June 1985
- All Items (CPI-W)
319.1 319.6 
322.9 323.4
312.2 311.9 312.2 

























SOURCE: Bureau of Labor Statistics, U.S. Department of Labor.
NOTES: Monthly data shown above are for all items and are not adjusted for seasonal variations. Unadjusted CPI data are used exten 
sively for escalation purposes. Although the CPI is often called the "Cost-of-Living Index," it measures only price change, which is just 
one of several important factors affecting living costs. The CPI-W and CPI-U series are all linked historically to the original CPI Index 
for Urban Wage Earners and Clerical Workers. 
* Effective in January 1985 the home ownership component of the CPI-W was changed to a rental-equivalence basis.
NOTICE: EFFECTIVE WITH RELEASE OF THE CPI FOR JANUARY 1987 ON FEBRUARY 27, THE BUREAU OF LABOR 
STATISTICS WILL INTRODUCE REVISED VERSIONS OF THE CURRENT CPI'S BOTH FOR THE ALL URBAN CON 
SUMERS AND FOR URBAN WAGE EARNERS AND CLERICAL WORKERS. THE REVISED CPI'S WILL REFLECT MORE 
CURRENT POPULATION AND SPENDING PATTERNS AND NUMEROUS TECHNICAL IMPROVEMENTS.
Table A-10 
Michigan Statistics for Selected Months
(Not adjusted unless indicated)
















Leading indicator measures: 
Average weekly hours . . . 
UI initial claims (per week) 
New dwelling units ......
Jobs in area:




























































SOURCES: New dwelling unit data from F. W. Dodge Division, McGraw Hill Information Systems Company. Indexes from the Upjohn 
Institute. Other data from the U.S. Department of Labor and the Michigan Employment Security Commission.
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Table A-ll 
Vacancy Rates for Selected Metropolitan Statistical Areas (MSAs) in Michigan










































































































































































SOURCE: Federal Home Loan Bank of Indianapolis.
NOTE: New Battle Creek and Lansing surveys completed 10/8/86.
*End date.
Table A-12
Labor Force Participation by Race, Sex, and Spanish Origin 










































































































































SOURCE: 1970 and 1980 Census of Population. 
n.c.=not comparable.
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New Subscription Rates 
for
BUSINESS OUTLOOK
In order to increase readership, the Upjohn Institute has reduced the 
price of BUSINESS OUTLOOK for smaller businesses and for 
individuals.
For larger firms we have maintained the initial price, but will now provide 
additional subscriptions with each regular order.
Our price list is tied to your firm's size as follows:
• For individuals and firms with less than 50 employees, we offer 
one subscription (4 issues) for only $20.
• For firms with 50 to 250 employees, an order will comprise
2 subscriptions for a total price of $35.
• For firms with over 250 employees, an order will comprise
3 subscriptions for a total price of $45.
For orders that include multiple subscriptions, we will accept phone 
requests to:
1. have individual issues mailed to different addresses;




W. E. Upjohn 
INSTITUTE
for Employment Research
3OO S, Westnedge Ave. 
Kalamazoo, Michigan 49OO7
Telephone: (61 6) 343-5541
